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PREFACE
BY
SENATOR WILLIAM PROXMIRE

VICE CHAIRMAN.

SUBCOMMITTEE ON INTERNATIONAL TRADE,
FINANCE, AND SECURITY ECONOMICS

The followlng report of the Central Intelllgence Agency responds
to my request for a balanced assessment of the Soviet economy
show1ng both its capabilities and vulnerabilities. The result is
a unigue contribution to our understanding of Soviet economics.

Its uniqueness lies in the fact that it analyzes the strengths as

well as the weaknesses in the Soviet economy.
t§&> . . . X e s s A .
\&J It is worth highlighting the principal findings in the study:

* Soviet economic growth has been steadily slowing down. - -
However, there will be continued positive growth for

the foreseeable future.

* Economic performance has been poor and there have been
many departures from standards of economic efficiency.
But this does not mean the Soviet economy is losing its

viability or its dynamism.

* While there has been a gap between Soviet performance and
plans, an economic collapse in the USSR is not considered

even a remote possibility. w

Analysts in the West have typically focused on Soviet economic

problems. The attention to the negative aspects of the Soviet

-y -
_ Approved For Release 2007/10/23 : CIA-RDP85M00366R000200050006-0




, | \ - ,
Approved For Release 2007/10/23 : CIA-RDP85M00366R000200050006-0 '

economic system and to the failures of performance is appropriate
and nééeésary. The danger in such an approach is that, by over-
looking the positive side, we see an incomplete picture which lewls

us to form incorrect conclusions.

The Soviet Union is our principal potential adversary. All
the more reason to have accurate, balanced assessments of the state
of its economy. One of the worst things we can do is to under-

estimate the economic strength of our principal adversary.

It needs to be understood that, while the Soviet Union has
been weakened by such harmful developments as the inefficient per-
formance of the farm sector and the heavy burden of defense, it is
the world's second largest economy in terms of GNP, has a large
and well trained labor force, is highly industrialized, and possesses
enormous reserves of natural resources, including oil and gas and
the relatively scarce minerals and precious metals. It is soberiné
to reflect on the possibility that Soviet economic trends might

improve rather than grow worse.

This report should go far to clear up the confusion that exists
in Congress and the public as to where the Soviet economy stands.
1+ should also make it obvious that there is at least the same degree
of uncertainty in making forecasts about future economic performance

in the Soviet Union as there is with respect to our own economy.

-ii-
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JEC RRIEFFING . -

1. INTRODUCTION:

A. WMr. Chairman, in vour request that we hrief vour
subcommittee on Soviet economie prospects, vou noted the
"unusual emount of confusinn in Congress and the general
public today as to whcre the. Soviet economy stands." You
also suggested that our briefing be built around an
assessment of "the capabilities and vulnerabilities of

the Soviet economv."

1. We agree that confusion regarding the Soviet economy
abounds.

2. We believe, however, that this confusion results not
so much from disagreement over Soviet economfc
performance as from uncertainty as to how to
interpret that performance.

3. Western observers have tended to Adescrihe Soviet
economic performance as "poor" or "deteriorating" at
a time when Sovfet Aefense spending econtinues to
rice, oversll Soviet gross national product in real
terms continues to incresse, and Soviet GNP is second
in size onlv to that of the US.

B. These characterizations arc not wrong.

1. Given past rates of economic growth, the gap between

Soviet performanée and plans and expectations, and

the marked cdeparture from standards of economic
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e efficiency, the record compiled bv the Soviet eéononw

| in recent years hes indeed been poor.

2. Results that are unsatisfactorv when measured bv fﬁqs

vardstick, however, do not mean that the Soviet

ecbnomv is losing its viahilitv as well as its
dynamism.

C. In fact, we do not consider an economic "collapse"--&
sudden and sustained decline in GNP--even & remote
possibility.

1. Our projections indicate that growth in GNP will
remein slow but positive.

2. Growth is being retarced by a combination of
factors. Some are bevond Soviet control, and some
reflect the weaknesses of the Soviet economic svstem
that even the new Andropov regime is not likelv to
change. Other factors holding down economic growth
represent poliev choices--for example, the allocation
of resources to defense--that could he modified but
are unlikely to change much in the near term.

3. Nevertheless, we expect annual growth to average omne
to two percent for the foreseeable future. Per
capita consumption could leve) off or even fell
slightly.

D. Returning to vour in{tinl questions, we will tryv to give

as balanced a picturc of the Soviet cconomy Aas possible.

We will summerize ancd assess its basic capahilities and

vulnerabilities,
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1. We will, however, first identifv the goals that
economic aetivitv is resigned to serve in the USSR
Qﬂd then descrihe Soviet sucecess in meeting these
goals.

2. As a final piece of stage-setting. we will discuss
how the 11th Five-Year Plan is faring, judging by the
vresults of the first two vears, 1981 and 1982;

11. Soviet Economie Objectives snd Priorities

A. Turning first to Soviet economie objectives and
priorities, we believe that Soviet economic activity has
alwavs focused on bdiIdinngilitary power.

1. But the Soviet lesdership has also always placed
great stress on rapid cconomic growth.

2. The good life for the Soviet pooulace, in the form of
a risirg standard of living, has been of importance’
to Moscow too for almost 30 vears. But improvements
in the welfare of Soviet consumers have generallv
been subordinated to the demands of the militarv end
to the high rate cof capitel investment necessarv to
insure fast GNP‘growth. 'It appears, though, that
consumer interests ere now being treated somewhat
less cavalierly. Bresking precedent, the 11th Five-
Year Plan calls for capital investment to grow more
slowly than consumption.

3. In pursuit of these national ohjectives, successive

regimes have given heavy industrv priority status

-3-
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'; because it is the source of mititarv hardware end

- investment goods.

4., Meanwhile, despite soma exoerimentation with

decentralized forms of economic administration, thé

Soviet leadership has remained firm!v committed to

strict central planning and management of most

economic activity. The justificetion has been that
rigorous centralization is required for fulfillment
of national objectives.

B. Soviet economic performance in terms of the objectives
and priorities estahlishecd bv the leadership has been
mixed.

1. The Soviet Union has huilt an exceedingly power ful
military force. 'nder Khrushchev the emphasis was on
ctrateric nuclear propgrams. but Brezhnev presided
over an across-the-board expansion and modernizaticn
of 811 Soviet forces.

g. Since the mid-1960s the USSR has increased its
arsenal of intercontinental nuclear delivery |
vehicles neartiy sixfold--overturning us
quantitative superiority--and giving itself an
assured nuélear retaliation capability.

b. During the same period, \oscow has more than
tripled the ;ize of its battlefield nuclear
forces, reducing the ecredihilitv of NATO's
nuclesr weabons s A& connterveight to the‘wﬁrsaw

Peet's larger conventional forces.

-d-
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‘e. Meanwhile the Soviet Union has mofe than doubled
the artillerv firepower of its divisions,
increased ninefold the weight of ordnance that
tactijcal air forces can deliver deep in NATO
territorv, and reduéed the West's qualitative
lead in such key areas as tank armor. ]

d. At sea, the USSR has introduced new, heavily
armed surface ships, nuclear-powered submarines,
and naval airvfaft and quadrupled the number of
missile launchers on ships and submarines.

e. Meanwhile, under Brezhnev the USSR has expanded
its militery activities in the Third World--
fanzing from srms sales to Soviet forces in
defensive roles an¢ support of Cuban forces in
combat to intervention in Afghanistan.

2. While developing its military power, the USSR has

until! recently been ahle to maintain a rapid rate of

economic growth.

a. Soviet GNP, as measured bv CIA, grew at an
average annual rate of 4.6 percent from 1950
through 1981. During the same period US GNP
increased by 3.4 percent per yeaf.

b. Soviet growth, however, has steadilv slowed
during this period--especially after 1878. The
deceleration can be seen in Figure 1. The
average annual rate of increase in GNP was about

6 percent during the 19050s, 5 percent during the

-8~
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1860s, and neurlv 1 percént hetween 1870 and

1978. 1In 1979-81. vearly growth averaged less

than 2 percent. This year we expect GNP growth

to be ab&ut 1.5 percent.

c. To & remarkable degree, the slowdown in Soviet
economice growth has a parallel in OECD
countries. During the first three yearsléf the
seventies, OECD GNP increased at the rate of 5
percent per vear. The erisis induced bv OPEC oil
prices brought OECD growth to a halt in 1974-
75. Then in 19?“-;9, GNP resumed a respectahle
rate of growth cf 4 percent per vear. In 1980-
81, however, (NF growth in the OECD collapsed to
1.2 percent per Vear,

d. The slowdown in the USSR in part reflects four '
consecutive poor or mediocre harvests. But most
sectors of the economy have been sluggish,
especially industry.

(1) 1In largi;measure, industrial performance has
been held back bv the emergence of serious
bottlenecks unconnected with agriculture.
Growth in industriel output, which averaged
almost § oéroent A vear in 1971-75, fell
abruptly in 1976 and in 1976-81] averaged just
slight'v over 3 percent annuallv.

(2) The decline in growth has been steady.

Industria’ production grew hv enlv 2 percent

-8
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" in 1981 and is expected to rise by 1-1/2 to 2

- percent this vear. L

3. The hicher priovityv accorded to mjlitarv strength {8

suggested by fhe continued rise in defense spendiﬁgv

‘at the everage annusl rate Qf 4 percent thst has

prevailed since the mid-1960s. |

a. Growth in defense spencding has continued in spite
of competition for resources that might ease
strains in the rest of the economv.

h. Defense spending is now abhout 12 to 14 percent of

GNP. i

4. At the same time, teadership concern about consumer
welfare seems to have somewhnat diluted the conmitment
to growth.

a. The share of Soviet GNP allocated to fixed
capital investment--the driving force behind
Soviet economic growth--has more or less
stabilized in the last few years at about 26
percent (facter cost), compared with about 20
percent in 1960.

b. Slowing investment growth is explained partlyv by
bottlenecks in sectors providing building
materiajs and mechinerv. Rut it probably also
stems from a political decision to protect Soviet

consumers in a time of tightening economic

constiraints.
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“¢. Nonetheless, ns shown in Figure 2, consumption
still accounts for only 55 pcrocnt.of Soviet GNP,
far below the share in most non-communist |
industrielized countries.

111. The 11th Five-Year Plan So Far

" A. Turning to recent developments, the results of the last
two years must have been most disappointing to SOJiet
leaders. It is already clear that most of the imoportant
goals of the 11th Five-Year Plan cannot be met.

1. The plan was excessivelv ambitious from the start.

-For exsmple, both indu;tria} production and
agricultura) output were to grow by about 5 percent
annually, even though production in both sectors had
grown at much slower rates in 1976-80.

2. Performance has been far below plan. The small
increase in agricultural output this year will do
little more than offset the decline in 1981, whiie
stegnation or falling output in kev industrial
brenches threatens to intensify already serious
bottlenecks.

3. Production of steel and steel products continues to
sputter, with output this vear little changed from
two vears sgo and Be}ow the peaks reached in 197R.
Cement pfoduction. meanwhile, fell below the 1980
leve), and freight car production wil) decline this

vear. for the sixth consecutive veear.

-8-
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él: The slump in steel is particularly daméging to
machinery production. Aléﬁg with shortfails in the
output of building materials, it also threatens to
curtail growth in construction. Even the moderate
1981-85 investment targets could be in jeopardv.
5. From the beginning thé 11th Five-Year Plan goals
f depended on large productivity increases.
Underfulfillment of tke productivity plans has been
striking, however. The r}se in industrial lahor
proddctivitv; for insfance, avéraped onlvy 1.4 percent
a vear in 1981-82, far below the 4.5 percent-per-vyear
increase called for by the plan.
6. The unrealistic, almost fantasy-like character of the
plan can be illustrated by comparing production goﬁls
with investment plans. As our next chart (Figure 5)
shows, incremental capital output ratios--that is,
the amount of additiona) capital needed to produce an
additional unigﬁpf output--have been rising steadily
and steeply in?iﬁe USSR for manv vears, with little
prospect that the rise will soon end. Yet, based on
little more than admonitioné that productivitv must
rise, capita) investment targets in econjunction with
output goals imply a decline in these ratios. |
B. Bright spots in economic performance in 1981-82 are hard
to find. But there have been a few.
1. On the produciion side, natural gas continues to rise

!

at a rapid rate--7 percen{ in 1981 and nearly 8

-Q-
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“percent this vear.
2. Overall encrey production might be considored‘n
: pips. In 1982 at least, output of all major'forms.of~
primary energy rose; 0Oi}l production continues to
inch ahead--by ahout 0.9 percent this yeﬁr. And coal
output. reversing & three-vear decline, evident!y
will rise hy about 2 percent. At hest, howevér, it

will barelv exceed the 1980 level.

o
.

The USSR has also suhstantially improved its hare

ccurrency balance ~f trade this year. Our next chart

(Figure 4) illustratesmthe point. |

a. The hard currency trade deficit last year was
ebout $4 billion, causing some anxiety in Western
financial cireles. Judging by first half 1982
results, the deficit this year will be reduced to
perhaps $2 billion.

(1) The central authorities, with their total
monopolv of control nver foreign trade and
the allgzation of kev resources, sharply'
reised ;he volume of oil exports to the West,
despitevsoftening prices in world markets.

At the same time, they held the value of hard
currency iﬁports steady.

(2) The result was a trade deficit in the first
half of 1882 that was almost $4 billion lower
than in the same six months of 1981. The

already relatively small hard currency debt--

-10-
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o $11.5 hiltion 2t the end of 1981--will rise
- little if at n?i.
b. The Soviets have paid a brice for this ‘success,
however.,

(1\ The inerease in oil exﬁorts to the West came -
at the expense of deliveries to Eastern
Europe and domestié consumption.

(2) In holding the value of imports. .steadv,. .
Moscow also accepted a reduétion in the
volume of hard currencyv imports. In
particular, it scaled back purchaées of .
Western'equipment and consumer goods needed
to help m-dernize Soviet industry and meet
consumer needs.

IV. Basic Strengths of the Economy

A. We turn now to our discussion»of the strengths and
weaknesses of the Soviet economv. We will look first at
- the USSR's econom?q@stronz points, starting with those
aftributes that sho;e up the economy as a whole, and then
move on to identifv specifiec sectors that are performing
in ar ticularly effective fashion. .
B. The si. r size of tﬁe economv, reflecting the subst-ntial
growt: ace World War If, is one of its strengths. As
the nex. chart (Figure §) indicates, Soviet GNP in 1982
will equal about $1.6 trillion, roughly 55 percent of US

GNP this vesr. Per capita GNP is almost $6,000.
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C. Tﬁé'population is also lsrge, currentlv numbering about
270 million. The lebor faree totals about 147 million
and, bv world standards, i< well-traincd and we))-
educated.

1. ULliteracev is bv now a]mosf universal in the USSR. The
educastional leve) of the population has been rising
rapidly. Twentyv-three percent of those over 16 in
1976 have completed at least & secondary education
(10th grade in the Soviet Union) compared with only
14 percent in 1970. 1In 1979 an additional 7-1/2
percent also had completed higher education, compared
with 5 percent in 1970.

2. A particuler effort is being made to expand the
education of the indigenous ﬁationality groups in the
Central Asian rebublics. The USSR wants to upgrade'
the skills of the relativelv large pool of labor
available there and possiblv encourage outmigration
by assigning thgse better educated voung people to
labor-short are:s. iraduates of higher, specialized
seconderv, and vocational-technical schools receive
compulsory work assiegnments at specific enterprises
where, it is hoped, the& will continue to work.

3. The emphasis on mathemaiics. engineering, and science
in .viet schools is also & plus for the
technologically oriented Soviet society. About one-

third of total instruction time in secondary schools

is devoted to mathematies and science. There are

..

-12- '
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serious flaws, however, in Soviet education,

- including too much rote lenrning snd, at the .

universitv level, narrow specialization eart!v bn.

D. A;other of the strengths of the Soviet economv is the
tremendous accumulation of cepits) assets that has
occurred since World Wer I1.

1. The velue of gross fixed capital assets--buildings,

machinery, equipment, end the like--amounted to over
1.74 trillion rubles in 1980 according to Soviet
published data. The value of Soviet capital assets
expressed in constant prices increased alﬁost 11-fold
between 1950 and 1980 and about 4.4-fold from 1960
through 1980--1ong after the USSE had recovered fromn
wartime devastation.

2. This phenomenal expansion reflects the allocation of .

a large and, until recently, rising share of Soviet
resources to capital! investment. The rapid growth of
capital assets has resulted in a more than three-fold
inerease in the amount of capital per worker. ‘The
rise wes almost 3-1/2 fold in industry and over five-
fold on state and collective farms.

3. Two-thirds of the stock of capitsl assets is
concentrated in'ipdustry, agriculture, traﬁsportation
and communications, and construction. Only about 15
percent of total gross fixed capital consists of
housing or is usec to provide services to the

population such ss hezlth care and education.

-13-
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4. Although the rapid accumulation of capital assets is
one of the Soviet Uinion's strengths, the capital

;iock includes & dispronortionntely large share of

worn out and technologically ohsolete equipment.

Soviet policies have kept retirement rates of

existing assets artificiaiiy low and have prolonged

their service lives through repeated capital‘reoairs.
"E. The USSR is exceptionally well endowed with natural
resources, as the reserve estimates in Table 1 indicate.
1. Beginning with encrgy, the Soviet Union heas about‘40
percent of the world's proved reserves of netural
gas--the 30 trillion cubic meters under Soviet
cohtro1 exceed the reserves of all industrialized
nations combhined.

a. Soviet reserves of coal account for 30 percent of
the world's total recoverable reserves and are
sufficient to insure over 200 vears of oﬁtput at
current rates of production.

b. The Soviets do not publish figufes for oil
reserves, as thev do for gas and cosal. Our
estimate is that oi) reserves, at least in West
Siberia, are substantial, though increasingly
diffieult to e#proit.

2. The USSR is abundantly stocked with other important

raw materials.

-14-
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TABLE 1

USSR: Estimated Reserves of Selected Fuels
and Nonfuel Minerals *

Size of Reserves Share of World. Years to
Reserves Exhaustion
(Percent) (At.1980
Production)
Gas 30 Trillion m? 40 65
Coal 165.5 billion tons 27 230
fronore . 63.3 billion tons 40 250.
Manganese 2.5 billion tons 40 250
Chromite 271.2 million lons 10 80
Copper 40.0 million tons: 7 28
Nickel 11.3 million tons 18 48:
Cobait 100 million tons NA 17
Lead 17 miltion tons 11 28
Zine 22 million tons 10 24"
Gold 200 million troy ounces 35 20
Platinum-group metals 90 million troy ounces 25 25
Tungsten 215 thousand tons 11 25

* Corresponding to Western concepts of proven and probable reserves,

exploitable at current prices with existing technology.
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a. According to Soviel stundies, iron ore reserves

amouht f{o ahout R0 hillion tens--some 40 percent =
. of the world's total.

b.- With as much as one-fifth of the world's forest
resources, the USSR-has a virtually inexhaustible
source for producnng wood and wood products.

c. In addition, the Soviets elaim--and may well
have--the world's largest reserves of mangtnese,
nickel, lead, molybdenum, mercurv, ahd
antimony. They also say that reserves of
chromite, gold, platinum-group metals, zinc, nd
copper are among the largest in the world and
sufficient to support Soviet mine production for
many decades.

d. The Soviets also have substantinal reserves of
potash and¢ phosphate rock--raw materials for the
production of chemical fertilizers--although a
large portion of the newer phosphate deposits
consist of poor quality ore.

F. With its wealth in human, capital, and material
resources, the USSR is highly'self-sufficient--another of
the economy's major strengths. Our next chart (Figure R)
illustretes this.

1. The aigh denree of Soviet self-sufficiency in vital

raw materials is shown by its position as & net

exporter of a laree number of these materials. Net

exports of energy--mostly of oil and natural gas--now

-1%-
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FIGURE 6
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total ahout 4 millinn hM‘rMS a éav equivalent o~

about 15 percent of total encrgy productioﬁ.

2.  The Soviets are méjor exporters of precious metals,
ferrous and non-ferrous ores and metal products,
chemicals, and timber. Because of expected geiné in
output the Soviets will be able to expand sales of
kev minerals such as platinum group metals, nickél;
cobalt, manganese. chromite, and gold during tne -
1980s. We elso anticioaté maior increases in the
Soviet exports of ammonie, nitrogen, and potash
fertilizer and methanol,

3. Though highlv self-sufficient, the USSR is not

gutarkic. Indeed, for at least the last decade,

trade with the Wert hes been an important element in
the USSR's efforts to modernize the Soviet economy'
and render it more efficient.

a. 1 wil! develop this point in detail later, but
let me menggon here that the Soviets now must
relv on We;;érn jimports of capital and¢ technology
fd increase or maintain production of some of the
raw meterials in whiech thev are abundantly
endowed andé self-sufficient.

b. I would slso liké to note that imports from the
vest have become critical to Soviet efforts to
improve, or simplv maintain, the oualitv of the

_Soviet diet. In 1881,  imports of grain and other

agricultural pro“ucts reached almost $1? bilvlion,
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'f or about 40 pereent of the USSR's totsl hard

- eurrency purcheses.

- @. But despite the large-scale expansion in
agricultural imports, the Soviet Union remains
bausicelly self-sufficient with respect to fooc.

(1) These imports are intended mainly to prevént
g decline in meat eonsumption and are not
essential to meintaining an adequate quantitv
of food consumption.

(2 At 3,200 ralories--see onr next chart
(Figure 7!}“which compares the composition of
the US and Soviet diets--average dail'v food
intake is equivalent to that in developed
Western countries. Grain production is more
than sufficient to meet consumer demand .for
bread and other cereal products.

4. Tc summarize, when we se@y the USSR is se!f-
sufficient, we do not mean that the Soviets neither
need nor bemefit from trade.

a. Imports, particularly from the West, can plav an
important role in relieving ecritical shortages,
spurring technologicel progress, and generally
impfoving Soviet cconomic performance.

b. What we do mean is that the ahility of the Soviet
economy to remain viable in the absence of
imports is much greater than that of most,

possibly all, other industrisnlized economies.

-17-
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Consequent!v, the suscentibilitv of the Soviet
Union to economic léverage tends to be limited..
G’, In considering fundemental strengths, the highly
c;ntralized, rigid system of administering the economyv--
while perhaps the Soviet Union's majocr economic
millstone--has hed its advantages in enabling the
leadership to mobilize resources in cerash programs to
achieve prioritv ohjecti&es.

1. The p-~ime example of this canahilitv has been
Moscow's success in building up its militarv might.
This has been achiéved through centrallv-directed
mobilizetion and e'location of the USSR's highest
qualitv human and material resources end e rigorous
system of quality control in militeryv production thet
prevents the shoddinecs so characteristic of Soviet
civilian output. . _

2. Centrally directed concentration of resources does
not of course work evervwhere. Agr.culture, which we
will discuss in mcre detail later, is an example.

a. Fven though over a ocuarter of total investment
has been &llocated to the farm sector for manv
vears, agricultural output continues to be a
disappointﬁenj ta Soviet leacders, The;e are many
reasons for this. but one overriding reason is
that effective central supervision over &n
activity concducted over SO vast a geographical

area is virtus'lv impossible.

-18=-
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b. Another is that ocnnomjc adminisfration by fiat
is singularly ill;suited to é sector where
- incentives to individual producers are so crucial

a determinant of output.

H. We turn now to specifie nreés where Soviet economic
performance has heen especially strong.

1. As we mentioned, natural gas has heen a major Soviet
success storv. It will plav a pivotal role in
meeting the energv needs of the economv in the 1980s,
particularlv as a substitute fer erude oil) in
industrv and in home use but also as a potentiel hard
currency earner.

2. The nuclear power industry,.although it has not met
the full expectations of the leadership, has also
done quite well. We estimate that the annual
increase in nuclear-generated electricity will
increase bv about 17 perecent a vear during 1981-85
and supply about 11 percent of the country's
electricitv bv the end of the period.

3. Development and production of some Soviet natura!

resources Are proceeding at respectable rates despite

the obstacles of remote Jocation and conditions that

make extraction eanehingly dAiffieunlt,

a. The USSR is second Only.to South Africa in the
production of gold. Production in 1981 was about
325 tons. Jts stock of gold is about 1900 tons,

worth over $25 billion at current prices.

-10-
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o b. Soviet productinn of nlatinum-group metals,

nicke!, and eobalt will jump sharply during the
- 1980s. Ovtout of these resources will be -
- adequate to meet cdomestic needs and also to
provide incremsing quantities for exoort.

e. Prospeets for nroduction of those resources
1neated in more egsilv secessible regions 100k
even hetter. Rich new deposits ~oming on stream
in Kazakhsten and Georgia should generate sizahle

increases in production of both chromite and

mangenese. -

V. Basic Weaknesses of the Economy

A.

We will now look st the weaknesses oOrF vulnerabilities
represented on the Soviet economic ledger. VWe will focus
first on oroblems stemming from circumstances beyon@
Soviet control and then turn to the shortecomings and
vulnerabilities of the economv that are inherent in the
USSR's svstem of economic pianning and administration.
Then we will eonsider cspecific weaknesses.
Soviet economic performance has heen hurt in recent vears
bv declining inerements to the tahor forece and hv the
increasing difficulty of extrscting and transporting
vital energv and other raw material inputs.
1. Beceuse of lower hirth-rates in the 1960s, an
inerease in the numher of workers reaching retirement
age end a rising irortality rate among males in the 25

to 44 age ranre, increments to the working-age

-20-
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'population have been declining since the mid-1970s.

~ The falloff became particularly sharp starting in

1880, and--as our next chart (Figure 8) shows--

increments will remain verv low throughout this

decade.

From 1971 to 1981, the working-age population
grew hy about 23 million. In 1981-91,vit will
inerease by only about 4 million people. The
decline in growth of the labor force--that is, of
people actually emploved--will be less, largely
because of & rise in the share of the population
in the 20 to 29 age group, where labor force
participation rates are highest. But the decline
in growth will stiil he suhstantial. The
inerement to the labor forece in 1981-91 is
expected to be onlv @ million, compared with 19
million in 1971-81, With perticipation rates in
the labor force alreadv verv high, there are few
unemployed people to draw on to offset adverse
demozraphic_conditions.

Other factors will aggravate the ]abor

shortage. Large-sca]e migration from the
countryside to urban areas, formerly a rich
source of labor supply to the rest of the
econémy, has slowed considerably in the past
decade. The agricultural sector itself faces

shortages of qualified manpower in most areas.

-21-
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- This pfoblem is compounded hv the fact that rural
residents in the CentralvAsiah feoub1ics, where
- jnerements to the working age population wil) be
highest and where there still is substantial
redundant Jabor, are reluctant to migrate.

2.} As we noted earlier, the Soviet Union is blessed with
enormous quantities of a la}ee array of raw
materials. But in many instances these'materia]s are
increasinglv inaccessihle, and thus the cost of
exploiting them heas been rising sharply. This ﬁas
been strikingly true of Soviet energy resources.

5. With the decline in production in the Volge-Urals
oil fields in the mid-1970s, growth in Soviet oil
production hes come from West Siberia, much of it
from the giant Samotlor field. However,
production in this field prohahly has péaked,
compelling the Soviets to seek oil in even more
remote and gprbiﬁding regions., In 1981-85, just
to achieve the slowest growth rate planned in oil
output since World War 11 will recuire greatly
expanded drilling and»pumpinz operations.

b. Decades of mining have depleted the underground
coal mines of the Europear USSR. The Soviets
must tunnel deeper shafts and mine thinner seams

just to maintain coal output at current levels.
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" During 1975-89, for exsmple, more than 80 percent
- of new mine outout was needed to offset deoletion
- at older nnderground overations. |
¢. FEven the extraction and distribution of natural
gas has grown considerablv more expensive.

(1V Natural! ges deposits in the old producing
gereas~--North Caucasus, Transcaucasus,
Ukraine, Volga-Urals, and western
Turkmenisten--are severely depleted. More
and more gas must be piped from central Asia

and especiallyv Tvumen oblest to replace

exhausted local supplies.

-—
»o
~—

Such long-distence transmission of naturs]l

gas requires construction of lengthy

pipelines and a great many compressor

stations. A verv expensive operation.

d. FEasilv sccessihle suoplies of manv non-energv frew
materials have also been exhausted.

(1) The Soviets have largely depleted reserves of
copper, nickel, and bauxite in the Ural
Mountains and are beginning to tap deposits
in northern Siberia or, in the case of
bauxite, rre exploiting non-bauxite ores and

hoosting imports. Similarly, the richest

deposits of phosphate rock in the Kola
peninsula have hbeen depleted, forcing the

Qoviets tn move to lower-quality deposits in

-23 -
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Siberia.
(2) In the cese of iron ore, the Soviets have
Co. depleted their richest deposits in the

Western USSR. To compensate for declining

ore grades, incressing amounts of investment

must be devotecd to ore-enriching facilities,
raising both production costs and manpower
requirements.

(3) The Soviets 2re also faced with the depletion
of forests in the traditional logging areas
of the north-western USSR. Government
planners have chosen to overcut these forest
tracts bevond the noint of natural
regeneration so that, at least temporarily,
the scale of cperations in Siberia could be’
held down. But when loggers are forced to
expand operations in Siberia--anq the Far
East--recovery costs will be high because of
the distances involved, the harsh climate,
and the lack of infrastructure.

3. As our next chart (Figure 9) shows, the increase in
fixed capital inve;tment has also slowed markedly in
recent vears. This deceleration can be seen as both‘
forced upon the leadership by shortages of key inputs
end--as I noted earlier--as a conscious poliecy
choice.

a. Growth wss 7 percent a vear in 1871-75, slowed to

-24-
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about 5 perccn® s vear in 1976-78, and fel)
. sharplyv to an avera:ge annua) rate of only about
- 1.5 percent in 1979-80.
b. Growth picked up in»1981--fixed investment rising
by 3 percent--but the 11th Five-Year Plan calls
for investment in 1981-85 to rise by less than 2

percent a vear. This is bv far the lowest ' )

-

planned rate of increase in the post World War II
period. The rise froﬁ 1971-75 to 1976-80 was
nearlyv 30 percent.-

C. Becsause of tightenihq demogrephie, investment, and
resource constraints, the traditional Soviet economic
growth formula of relving on lavish use of labor,
capital, and material inputs is no longer applicable.

1. The Soviets themselves have long recognized the neeé'
for a new approach. For at least a decade theyv have
been stressing the necessity of switching from an
extensive to anujntensive pattern of growth. This
means essential;y that growth must largely spring
from procduetivity gains--from more efficient use of
resources for anv given leve) of technology and from

faster technological progress.

. But the productivity of capitsl has sctuslly been

w

felling for several vesrs, and labor productivity--
see our next chart (Figure 10)--has been rising ot
steadilv declining rates. For this, shortcomings in

the Soviet systém seem largely to blame, a matter to

" _
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‘which 1 will now turn.

D. The Soviet gconomié system is peculiarly ill suited to-
promote efficiency and technological progress. Four
features of the system help to explain why.

1. First, economic planniné and management are highly
centralized, with resources allocated mainly by
administrative fiat. Reforms aimed at increasing the
degree of enterpr.ise sutonomy have generallv come to
naught.

a. Indeed, central control over economic activitv

has been on the increase for the last several

years, as indicated by an increase in the number

of commodities that are allocated in physical
terms according to central planning decisions.

b. The arbitrary nature of central decisions on
allocating inputs and assigning outputs, which is
aggravated by the absence of prices that
accurately ggflect relative scarcities, precludes

efficient planning.

w~
.

Along with overcentralization, the goals the central
authorities impose on the economy have generally been
unrealistic. Faced with a gap between what thev want
to do and what is posgib]e. Soviet leaders have
tended to call for productivitv gains end material
savings that are hevond the svstem's capacity.

a. The economy thus chronically operates under

conditions of strain and shortage. And, as I

-26-
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. indicated carlier. the number end severity of

supply bottleaccks have been increasing in recent

- years.

h. With inputs reguiarly harcd to come bv, L
Vente[p[ises have a strong incentive to hoard.
This intensifiés bott?enecks anc¢ leads to moré
hoarding, in 8 depressing cirecle of waste.

3. Overcentralization coupled with unrealistic planning
has meant that the behavior of factory directors is

’.lérgely dictated by the urgency of meeting the plan
imposed by higher authorities.

a. Fulfillment, however, is generally measured by
multiple and coften inconsistent "success
indicators" of varving degrees of priority, such

'f": as physical volume of output, gross value oﬁ
output, value added, material savings, and
productivity.

b. The principal drawback of this svstem is that
managers often strive to meet the targets even et
the expense of what is economicelly rational from
the standpoint of the central aunthorities and
society as a whole.

c. For example, if gross value of output is a prime

waste is encouraged, AS managers seek to

goel,

-

make their production as material-intensive as

4 y
T possible.

d. The Soviet Union is currentlv elevating value

-2% -
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added in production to the position of the prime
success indicator. Though probably less. perverse
. a target than gross value of ovtout, it, too, is
subject to abuse. For example, it could induce
managers tn inc?ease emplovment at a time of
labor stringency.

4. Finally, Soviet eoonomic_performance has long been
impsired by the separstion of research, development,
and production into different organizations. Each'
organizetion operates according to different planning

Atargets.

a. Scientific Research Institutes do basic research
and are paid for successful completion ofv
research projects whatever their practical
benefit to the economy.

b. Design Bureaus develop the blueprints for new
equipment and are ‘argely rewarded for the
successful testing of the protntotvpe. Rewards
are only looselyv linked to successful.
incorporatinn of the new product into serial
production.

¢. Production plants, meanwhile, are rewarded for
increasing both physical output and the value of
output.

(1) The introductinn of new products at a plant

initially disrupts serial output,

jeopardizing‘plan fulfillment and resulting

-28- '
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rewards.

- (?) The Soviets have no competitive marketplace

e

to force both developer and procducer to
introduce hetter products and¢ technologies.
Indeed, hostility to technological change at
the procducer level is characteristic of the
Soviet economy--a&s Yuri Andropov told the
Central Committee of the Partv a week ago.
Beéause of this division of labor ané the systems
rewards, Soviet products remain in production for
an inorcdinately long time, new products
frequentlv embodv onlv minimsl change, anc¢ the
fruits of trulv advanced research impact on
serial production only with great delay. Over
the Iast.decaﬁe and a helf, the Soviets have
reorganized cdevelooment and profuction
ectablishmentc to cdeal with this problem. But

the problem prrsists.

Moving from generalizations to particulars, we will look

now &8t t

weak or

Historice

problem
hes stre

1. Afte

he arecas in wi:i~h the USSR seems particularly
vulnerable.

ally, agriculture has been the economv's leading
sector. Its performance over the past four years
ngthened'iié Elaim to that dubious distinction.

r peaking in 1978, farm output fell steadily

through 1081, when it ctood over 10 percent below the

1978

level. This vear production is cxpected to risc

-2Q-
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_but by onlv about two percent.

2. The grain crop which reached a record high of 237
million tons in 1978, has not reached 190 million
tons in any subsequent year. Last year the grain
harvest was so low that Moscow never announced a
figure,‘although unofficial statements put the crop
at 158 million tons.

3. Production of meat--a key commodity in the regime's
drive to better the Soviet standard of living--has
glso fared poorly. It -reached 15.5 million tons in
1978 but has been belcw that level since, ranging
from 15 to 15.3 million tons over the last four
years. |

4. Bad weather has heen & major factor in the decline in
agricultural production since 1878, but harsh weathér
end unfavorable geogranhical conditions constitute a
permanent threat and ohstacle to agriceulture and only
partly explain whv Qoviet efforts over the years to
boost farm output have not yielded more dividends.

a. Mishandling of the sector by the Soviet
guthorities has also had much to do with its
disappointing performance.

b. Management and plénning processes are much too
centralized. Farm efficiency is seriously
handicapped by constant intervention of

unqualified officials regarding what to plant,

when to plant, when to harvest, and the like.

~2N0n_ :
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S e. Prices of “hoth farm inputs and outputs set bv the
- central authorities are encouraging an assortment
of ouvtput thai is inconsistent with the national
plan. At a time when Moscow is striving to
éxpend output of meat. milk, and eggs, relative
prices are such that farmers find it more |
profitable to concentrate on growing crops.

d. Though investment in agriculture has been heavy--
over a quarter of total investment outlavs has
gone to the farm sector for many vears--much of
it has been misdirected.

(1) There has heen too much emphasis on
construction, not enough on equipment.
\\*;;Yitfﬁthermore. the qualitv of ferm machinery is

1§w, with the ineidence of hreekdowns high.

e. ‘DeliAveri'es\to‘ 'the_agriculturel sector cf needed

‘materiel inputs, suech as fertilizers, heve been

insufficient while the proportion of aged and

‘unskilled worrers in the ferm labor force--whieh

-~

accounts for about 20 percent of the total labor
force--is ‘high.

f. The regime has also failed to take maximum
advantage of the potentiel of the private sector
in agriculturc, even in periods, such as the

" present, when it ig encouraging expancded output

thore.,

-1~
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but by onlv about two percent.

2. The grain crop which reached a record high of 237
million tons in 1978, has not reached 190 million
tons in any subsequent year. Last year the grain
harvest was so low that Moscow never announced &
figure,.although uncfficial statements put the crop
at 158 million tons.

3. Production of meat--a key commodity in the regime's
drive to better the Soviet standard of living--has
also fered poorly. It . reached 15.5 million tons in
1978 but has been belcw that level since, ranging
from 15 to 15.3 million tons over the last four
years. |

4. Bad weather has heen & major factor in the decline in

agricultural production since 1878, but harsh weathér

end unfavorable geogranhical conditions constitute a

permanent threat and obstacle to agriculture and only

partly explain whv Qoviet efforts over the years to
boost farm output have not yielded more dividends.

a. Mishandling of the sector by the Soviet

| authorities has also had much to do with its
disappointing performance.

b. Management and plénning processes are much too
centralized. Farm efficiency is seriouslv
handicapped by constant intervention of
unqualified officials yegardinz what to plant,

whén to plant, when to harvest, and the like.

-30- '
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ports--quicklv., The Food program attacks
- agriculture's problems from three directions: o
g@. First, it reorgenizes the agricultural
administration bv creating commissions at all
levels of gerrnment to coordinate agricultural
operations and all related activities, ranging
from sectors providing suoplies to agriculture to

the processing, distribution, and marketing of

-

fﬁrm output.

b. Second, without significantlv reising previous
targets for tctkl expenditures, the program seeks
to redirect irvestment to weak links in the food
production chain. Investment in sectors

.producing machinery for agriculture is to rise
sharplv. To reduce waste, investment in on-farm -
food processing and storage facilities has been
given top prioritv. More investment in rural
housing end rcads is scheduled to improve farm-
to-market trensportation arC stem the flow of
younger workers tc the cities. Upgrading the
plant and equipment in food processing is another
majcr target.

c. Third, finahcia1 incentives are to be raised.
Prices paid bv the state to farms for a large
variotv of mgricultural products will increase on

Janvaery 1. A¢ the same time, prices paid by the

. -33-
Approved For Release 2007/10/23 : CIA-RDP85M00366R000200050006-0



S
: Approved For Release 2007/10/23 : CIA-RbP85M00366R000200056006-0 | |

5.,.In recognition of the rising popular demand for
quality food, Brezhnev told the Central Committee in
ljate 1981 that food was the most important "politfcal
and economic problem” of the 11th Five-Year Plan.

a. The increase in demand reflects rising consumer
~ expectations and incomes. The inability to
satisfv that demand is a function of both

stagnant output of most livestock products and

the regime's unwillingness--reinforced by

Poland's experience--to raise prices in state
stores.

b. The leadership has attémpted to ease the
imbalance between supply and demand by allowing
various local rationing schemes under which
customers may purchase only limited amounts of
certain foods in state stores. But long lines
for meat. milk, and milk products remain
widespread. To soften the impact of shdrtages on
the work force, the regiﬁe has redirected
substantiel amounts of quality foods from public
state retajl outlets to sﬁecial distribution
outlets in factories and other economic
enterprises.

6. Against this hackground, Rrezhnev last May unvéiled

‘his Food Program--in preparation for a vear and a

half. The ohijective of the Drofgram Was to boost

Soviet food production and reduce dependence on

-0 _ ’
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the USSR wiiihh iittie more than half the GNP of
the 'nited States uscdé 108 million metric tons of

rolled steel products compared with US

.. cornsumption of 84 million tors.

c. The shortages of stee) won't be remecdijed

quicklv, Investment recuirements to cope with‘
the declinineg cunlitv of ore are escalating
rapidlv, and rew capecitv recuires leng gestation
periods before it can de bhrought on stream. In
eddition, supplies of coking coel end iron ore
are likely to continue to »e tight in the next
several vears.

Trensportation is &another sector responsible for

recent poor economic performeance. Snerls on the

railroads--the backbone of the svstem--have disrupted.
economic activitv across the hcard. but most
psrticularlv in the Aeliverv nf raw materials sueh gs
coag), iron ora, timher, cserac-metal. and chemical
fertilizer.

a. The Soviet eccnomy recuires 8 large volume of
transport services not oniv because of its size
and complevity hut alen hecause the countrv's
resources and people are spreed widely over A
verv large land mass.

b:”"ﬁompared with North Americe and Europe. the USSR
is poorlv server by vear-iround water transport,

and governmont poliev hus ettt hecek the
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farms for equipment, fuel and fertilizer will be
~ lowered.

7. For the most part, however, the Food Program
represents reletivelv minor variations of old
policies. |
a. One excention is the reorganization of

agricultural! edministration, which--by increasing
friction an? econfusion within the bureauracv--is
likelv to cause more prohiems than it solves.

b. The hasiec defect af_the Program lies in its
omissions. It does nothing to reduce dav-to-dav
bureauratie interference in agriculture, ancd it
does not do enough to restructure prices or to
change the incentive svstem so that rewards are
directly keyed to performance.

G. As the recent meetings of.the Communist Party Central
Committee ané the Supreme Soviet made clear, there are
verv serious problems in other sectors as well,

1. The Soviet steel industrv, for example, has become &
major bhottleneck.

a. Shortages of steel, especially high-aualitv
products, are holding back the growth of civilian
machine building snd other oriority sectors of
the civilian economy.

b. The anpetite of the Soviet economy for stee] is

probably unperalieled--and s reflection of its

relative technolongical backwardness. Last year

-34-
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materials, construction resources, end wall materials

- have restricted construction activity throughout the
economv.

H. As we emphasized earlier, the Soviet economv does not
deéend on trade for survival. Total imports equal about
12 or 13 percent of GNP, those from the West--only about
5 percent. But, because of the difficulties just
enumerated, the eliminat{on or easing of critical
bottlenecks and the achievement of key elements in Soviet
development plans are closely tied to imports from the
West. i
1. The USSR will have to import a broad range of Western

0oil and gas equioment if it is to minimize the fall

in production in fields where depletion is at an
advanced stage, increase output elsewhere, and help
locate and develop reserves.

a. Pipelaving equipment capable of handling large-
diameter nipe is produced onlv in the West, and
we estimate that the Soviets will need to import
at 15-20 million tons of steel pipe during the
remainder of the 1980s to build the pipelines
thev have scheduled.

b. They will alsp continue to need sophisticated
exploration eqipment, high capacity submersible
pumps for the oil fields, and probably high-

powered turbires for gas compressor stations.

9. Soviet requirements for quality steel should result

in annual imports of stee! other than pipe of about

"
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development_of an sdequate hfghway system. The
brunt of the transport burden, therefore, has

. fallen to the railroads.

¢.- The railroads, however, ApDear to have reached
their canacitv cei!3nv with present technolofy
and facilities. Consequently, the transbgrt
sector will find it difficult to support economic
growth through the next several vears at least.

3. 1In the energy field the leadership faces rather

different problems in the coal and oil industries.

a. Coal production, which dropped during 1979-81,
has been hampered by deteriorating underground

mining conditions at larger, established mines,

bv shortages of labor and declining labor
productivity, and by insufficient capital ’ ' j
investment. |
b. Oil production cortinues to inerease, though
clowlv. Fven the very small growth of the last
few vears has required an enormous effort.
4., Finally, shortages of raw materials and depletion of
fuel and power supplies have ceused a marked slowdown in
the production of cons;ruction materials.
a. Current output, for example, increased by less
than 2 percent annually during 1976-80 compared with
nearly 5-1/2 percent annually in the preceding five

vear period.

b. Shortfalls in the production of cement, roofing
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S a. Primarily because of the softening of energv

- prices. Soviet terms of trade vis-a-vis the West
will be less favorable in the 1980s than they -
were in the 1970s, when upward spiraling oil and
gold prices hrought the USSP windfall gains.

b, In addition, demsnd for Soviet raw materials will
be weak if Western economic aetivity fails to
pick up.

c. Soviet manufactured goods, which are generally
not competitive in Western markets, are unlikely
to take up the slack.

d. Finally, less cdeveloped countries. including OPEC
countries, probably will be less able to pay cash
for Soviet arms.

3. The Soviet capacity to buv from the West is of course
backstopped by the USSR's huge cstock of gold. But
the USSR jis reluertant to undertake massive sales of
gold in an uncertain market because of the downward
pressure that Soviet sales exert on prices.

4. On balance, the urpromising export outlook sugeests
that the USSR may have to make do with little if anv
increase in real imports in the 1980s.

The USSR's relations with Eastern Europe add another

dimension of strain. -Recause it wishes to maintain

political and social <tability in Eastern Europe, the/

Soviet Union has given favorable economic treatment to

five of the six Warsaw Pact countries--Czechoslovakia,

East Germany. Bulgario. Poland. and Hungarv. The

-2c -
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'$2 billion (current prices) at least until the mié-
1980s.
3. Imports of chemics]l caunipment and technology probably

will continue to be large, reflecting the still

antiquated character of some parts of the chemical

industry and the importance.of the industry for

agricultural productio{.

4. Imports of grain and other agricultural commodities
have soared in recent Vears and almost certainly will
remain high. Grailn purchases in 1979-82 averaged
more than 30 million tons A year.

The USSR's ability to earn the hard currency it needs to

pav for its Western imports is, however, already undéf

pressure and may well diminish in the future.

1. The main reason iils the leveling off and possible
decline in Soviet oil production.

a. Because Aomestic consumption wiil continue to
rise and because of ongoing demgnds from Eastern
Europe, we expect oil exports to the West--which

‘account for about half of Soviet hard currency
merchandise export earnings--to fall.

b. According to our projections the rise in hard
currency earnings from stepped up exports of.
natural gas will only partially offset the
enticipated |[decrease in receipts ffoh oil.

2. Other factors also have restricted Soviet hard

currency earning capacity.
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Furope since the mid-1270s, although the Se;iet

Union has also given some direct hard currency

assistance to Poland. -

2- Eastern Europe, battling severe economic problems of
its own, continues to depencd omn Soviet assistance.
But economic strimgencies in the USSR have increasecd
greatly the cost to the Soviets of aiding Eastern
Europe.

3. The USSR apparently has decicded to give reduced
priority to Eastern Europe's economic needs in the
future. Soviet oil exports to Eastern Europe were
cut this vear, and the USSR's trade surplus with the
area apparentlv declined. Soviet subsidies will
probably fall too. But a drastije cut in exports of
raw materials and in trade credits and subsidies is

unlikelw.

Vi. Uncertaijnties Attached to the Growth Forecast

A. Pefore summing up our mrin points, Mr. Chairman, I would
like to naote that Andropov's advent to power has not
altered our assessment of Soviet economic prospects.

1. The exogenous factors impeding economic growth are
not affected bv the change in leadership.

2. Woreover, Andropcv's comments to the Central
Committee last week point to no significant changes
in economic policv.

a. He indicated that he will tske a cautious

approsch to cconomie reform.
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ékception has been Romania,
1.~ This special treatmon!.lnr "assistance", has teken
two basic forms: Subsidization and credits.

a.. Subsicdies have not heen given dire2tlv. They
have instead heen eitended through preferential
terms of trade. That is, Eastern Europe's terms
of trade vis-a-vis the Soviet Union are more
advantageous than those that would prevail if
Eastern Europe conducted that same trade with the
non-communist world.

b. In essence, the USSR sells energy; mainlv oil,
and other raw materials to Eastern Europe for
less than world market prices and pavs more than
world prices for the manufactured goods it buys
from Eastern Europe.

c. Estimates of the cost to the Soviet Union of
giving preferentisl terms of trade to Eastern
Europe are rough--and controversial. According
to- the highest Western estimate we know of, these
subsidies totaled almost $70 billion in 1960-80,
with about 90 percent of this amount accumulating
after 1974. The huge jump implicit in subsidies
reflects the explosion in world oil prices in
1973-1980 and the large rise in opportunity costs
to the USSR of its oil exports to Eastern Europe.

d. The credits come mainly from the trade surpluses

the USSR has consistently run vis-a-vis Eastern
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X (1) more halanced slloention of investment to end
the neglect of such vital sectors Aas
transport. and by

-  (2) stopping the proliferation of success
indicators and of overlapping lines of
anuthority that has characterized the so-
called "reforms" of past vears.

e. 1f Andropov--his rule securelv estahlished--
undertook basie changes that significantly
reduced centralization and gave substantiallv
greater play to market forces, the prospects
would be even hetter. Such a reform, however,
would be constrained by the imperatives of
maintaining political rontrol in a large
multinational society. Furthermore, attempts to
implement reform would encounter stubborn n&n-
compliance by nerty and economic bureaucrats.

9. Growth could be less rapid, Tor example:

a. 1f the bad werther of the last few vears
continued, cevsing A permanent depression in
acricultural outrut, [In anyv case, there is &
theorv, substnntinted hv evidence, that the
generally favorahle ﬁeather that prevailed
hetween the earlv 19A0s and mid-1970s was an
abberation. Although the weather for crops in
the past several vears was surely worse than any

long-run averagec. A return to the pre-1975
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‘b. He further made cloar that defense and heavv
_ industry will retain their priority. ' -
4 3.’_Tbe smattering of economic tarpets for 1983 announced

at -the Supreme Soviet meeting a week ago are

overamhbitious, suzgestiﬁg that re'ief of economic
~strains and bottlenecks from more realistic planning

ijs not to be expected.

‘R. Andropov is. however, in an extremely earlv point in his
reign. Thus maior policv changes could lie shead. For
this reason--and for reasons unrelated to leadership
changes--our forecast of average annuel gfowth in real
GNP of 1 to 2 percent could be off the mark.

1. Growth could be more rapid, for example:

g. If the USSR enjoved & run of good luek with the
wenther, leading to & succession of good
harvests. |

b. I1f the new leadership were willing to undertake a
substantiel rea]lncatién of resources from
defense to investment.

e. 1f the new regime were ahle somehow, perhaps bv
diverting resources from cefense to econsumption,
to improve morale and lahor prnduétivitv.

d. Above all. if efficiency could be boosted bv
mitigeting some of the most damaging features of
the existing svstem. Productivity might be
raised, for example, without a drastic overhau!?

of the svstem through
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Vil. Conc¢luding Comments

To-sum up our presentation. then
A. Soviet economic growth hes slowed markedly in recent
‘ y;ars. The slowdown partlv reflects declining increments
torthe supplv of tabor and the stoek of capital and

sherplv incrensed costs in profucing and trensporting

vital energv and raw mnterials. PRut it also stems from

the inabi'itv of the custem to offset these ceonstraints

bv bringing about substantial increases in efficiency and
productivity. Indeed, economié growth hes sharply
decelerated even before the labor and energy shortages
have reached their meximum severitv.

B. The consequences of the slowdown are:

1. First, much harcder choices for the leadership in
sllocating resources 1o consumption, investment, and .
defense.

9. Second, the further invalidation of the USéR‘s claim
that its economv is an apnropriate model for the rest
cf the world, particularlv the third wortd.

C. 1In spite of its dissppointing per{ormance, the Soviet
economy. however, is not coing to co'lense. Indeed, we
expect GNP to continuc tc grow, elthough slowly.

Furthermore, so far, cefense spending econtinues to rise.
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